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STRIKING A BALANCE BETWEEN OBTAINING AND RETAINING CLIENTS
It is almost impossible to attend a practice manage
ment conference nowadays and not hear something
on marketing. But amidst all the talk about engag
ing in activities to obtain new clients, many practi
tioners wonder how to strike a balance between
these efforts and actions needed to retain present
clients.
Ultimately, the goal of any marketing effort is to
increase the profitability and stability of one’s prac
tice. There are several issues that must be addressed
in this regard as we strive to increase our client
base. Let me explain.
What types of clients do we want?
When we begin our practices, it sometimes seems
that the only criteria for client acceptance is that
they be alive and breathing, and capable of reaching
us by phone. Many practitioners soon learn, howev
er, that accepting clients in a few-questions-asked
fashion leads to a low-end client base—one that is
scattered through industries and types of services—
and that the clients refer others just like themselves.
Professional standards dictate that we must be
capable of providing the level of service for the
client’s industry and needs, and that we must per
form the service in a quality-controlled fashion.
Similarly, we should be careful not to “clutter” our
practices, which could limit our ability to serve
clients professionally. Although each of us can cer
tainly point to the client who has been incredibly

successful, yet began as a simple “W-2-only” client,
we must still give careful consideration before
accepting such clients, unless that is the base we are
seeking.
A well-planned marketing effort will aim at
obtaining and retaining clients within a particular
industry or niche that the firm can serve profes
sionally, profitably, efficiently, and successfully,

and will likely produce referrals of a similar nature.
Before reaching out into the marketplace, however,
the firm should first evaluate whether marketing
opportunities exist within the current client base,
and maximize that potential.
Why are we looking for additional clients?
Is growth—in terms of the number of clients or in
terms of gross billings—necessarily a good thing?
Absolutely not, unless that growth is accompanied
by an increase in profits, and the overall efficiency
and professionalism of the firm has not been com
promised. I am aware of some firms whose client

lists are extremely small, yet the annual net income
per owner is well into six figures. Although that is
certainly not the norm for most firms, it should
make the point that bigger is not always better.
There are often valid reasons for obtaining new
clients—to capture a prominent position in a par-
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ticular industry or type of service, for example, or
perhaps, to take advantage of the efficiencies which
can be gained by rendering similar services for sim
ilar clients. But before a firm seeks to increase its
client base, it should recognize that the larger the
number of clients it has, the more care and feeding
is required to satisfy their needs.
Once we obtain the new clients, how will we
successfully retain them?
All firms need to have a strategy for client retention,
and this is especially true if you are seeking to
increase your client base. Local firms often have a
difficult time absorbing several new clients at one
time, however. So, be sure you have the staff and
partner time allocated to provide the service you
promised when you made the “pitch,” otherwise the
clients will be lost as quickly as they were found.
Two other points: Firms sometimes make the
potentially dangerous error of obtaining the engage
ment, and then trying to hire the staff to do the
work. If clients receive poor sendee as a result, they
will move on to another CPA firm. Also, increasing
your staff level adds additional management issues
(legal compliance, space and equipment, CPE, and
human resource dynamics), for which you must

prepare prior to hiring.
Will increasing our client base be beneficial or
detrimental to our current clients?
Often, when a firm takes on several new clients at
one time, or a few particularly large clients that
require considerable amounts of immediate service,
present clients are at risk of becoming, in essence,
taken for granted.
For example, one of your long-standing clients
calls with a problem, and you cannot help him or
her right away because your schedule has become
totally filled with the service needs of several new
clients. You may be able to successfully delegate
solving the long-standing client’s problem to a staff
member or another partner, and that may work
well. Often, though, the long-standing client feels
pushed aside and may choose to find another CPA.

In some cases, ending the relationship may be
best for both client and firm. It is certainly better for
your firm’s reputation, however, if client termina
tions come at your choosing. This will depend to a
considerable extent on your being sensitive to the
needs of those clients you want to retain. As stated
earlier, be sure you don’t take on more than your
firm can handle, and hire staff accordingly.
As your firm considers its growth plan, you
should evaluate whether it will be better served by
focusing efforts on increasing services to present
clients, or if profitability will be enhanced by adding
to the client base. This consideration should include
the potential to terminate clients and services you
cannot perform or serve well.
These comments should not be interpreted as
being totally negative about growth. After all,
growth enables a firm to expand its capabilities and
its position of leadership in a particular niche. And
with proper planning, growth contributes to a firm's
profitability. The point to keep in mind is that
growth is not strictly measured by the number of
clients on one’s client list, or by the number of tax
returns prepared. Rather, true growth is measured
by the profitability and enjoyability of practice. □
—by Bea L. Nahon, CPA, Bea L. Nahon, CPA, P.S.,
914 140th Avenue N.E., Suite 200, Bellevue,
Washington 98005, tel. (206) 641-5144, FAX (206)
562-0093, E-MAIL 103106.3011 @compuserve.com

Online Conference to Address
Small Firm Issues
The AICPA small firm advocacy committee will con
duct an online conference on selected small firm
practice issues on Friday, December 13. The confer
ence will be held at 2:00 p.m. to 4:00 p.m. (E.S.T.) in
CompuServe’s Conference Center, and discussion
topics will be announced on the AICPA Web site
(http://www.aicpa.org) and on Accountants Forum.
To sign up for a CompuServe account, call (800)
524-3388 and ask for the AICPA package. □
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Highlights of Recent Pronouncements
FASB Statement of the Financial
Accounting Standards Board

No. 125 (June 1996), Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of
Liabilities
□ Supersedes FASB Statement nos:
1) 76, Extinguishment of Debt;
2) 77, Reporting by Transferors for Transfers of
Receivables with Recourse;
3) 122, Accounting for Mortgage Servicing Rights.
□ Supersedes FASB Technical Bulletin nos:
1) 84-4, In-Substance Defeasance of Debt;
2) 85-2, Accounting for Collateralized Mortgage
Obligations (CMOs);
3) 87-3, Accounting for Mortgage Servicing Fees
and Rights.
□ Amends FASB Statement nos:
1) 115, Accounting for Certain Investments in
Debt and Equity Securities, to clarify that a
debt security may not be classified as held-tomaturity if it can be prepaid or otherwise set
tled in such a way that the holder of the secu
rity would not recover substantially all of its
recorded investment;
2) 65, Accounting for Certain Mortgage Banking
Activities, and extends to all servicing assets
and liabilities the accounting standards for
mortgage servicing rights now in FASB
Statement no. 65.
□ Focuses on the issues of accounting for transfers
and servicing of financial assets and extinguish
ments of liabilities.
□ Provides:
1) Accounting and reporting standards for trans
fers and servicing of financial assets and
extinguishments of liabilities;
2) Consistent standards for distinguishing trans
fers of financial assets that are sales from
transfers that are secured borrowings.
□ Requires that:
1) Liabilities and derivatives incurred or
obtained by transferors as part of a transfer of
financial assets be initially measured at fair
value, if practicable;
2) Servicing assets and other retained interests in
the transferred assets be measured by allocat
ing the previous carrying amount between the
assets sold, if any, and retained interests, if
any, based on their relative fair values at the
date of the transfer;
3) Servicing assets and liabilities be subsequent
ly measured by (a) amortization in propor

tion to and over the period of estimated net
servicing income or loss and (b) assessment
for asset impairment or increased obligation
based on their fair values;
4) Debtors reclassify financial assets pledged as
collateral and that secured parties recognize
those assets and their obligation to return
them in certain circumstances in which the
secured party has taken control of those assets;
5) A liability be derecognized if and only if either
(a) the debtor pays the creditor and is relieved
of its obligation for the liability or (b) the
debtor is legally released from being the pri
mary obligor under the liability either judi
cially or by the creditor.
□ Provides implementation guidance for assessing
isolation of transferred assets and for accounting
for transfers of partial interests, servicing of
financial assets, securitizations, transfers of salestype and direct financing lease receivables, secu
rities lending transactions, repurchase agree
ments including “dollar rolls,” "wash sales,” loan
syndications and participations, risk participa
tions in banker’s acceptances, factoring arrange
ments, transfers of receivables with recourse, and
extinguishments of liabilities.
□ Does not address transfers of:
1) Custody of financial assets for safekeeping,
contributions, or investments by owners or
distributions to owners of a business enter
prise;
2) Nonfinancial assets, for example, servicing
assets, or transfers of unrecognized financial
assets, for example, minimum lease payments
to be received under operating leases.
□ Effective for transfers and servicing of financial
assets and extinguishments of liabilities occur
ring after December 31, 1996, and is to be applied
prospectively. Earlier or retroactive application is
not permitted.

GASB Technical Bulletin

No. 96-1 (August 1996), Application of Certain
Pension Disclosure Requirements for Employers
Pending Implementation of GASB Statement 27
□ Provides guidance for employer reports issued for
periods after GASB Statement no. 25, Financial
Reporting for Defined Benefit Pension Plans and
Note Disclosures for Defined Contribution Plans,
has been adopted but before the employer has
adopted GASB Statement no. 27, Accounting for
Pensions by State and Local Governmental
Employers.
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□ Effective for years beginning after June 15, 1996
or when a defined benefit pension plan adopts
GASB Statement no. 25, if earlier. The provisions
terminate when GASB Statement no. 27 becomes
effective (for periods beginning after June 15,
1997) or when an employer implements that
Statement, if earlier.
GASB Interpretations

No. 4 (February 1996), Accounting and Financial
Reporting for Capitalization Contributions to Public
Entity Risk Pools
□ Clarifies the application of GASB Statement no.
14, The Financial Reporting Entity, and no. 10,
Accounting and Financial Reporting for Risk
Financing and Related Insurance Issues, to capital
ization contributions to public entity risk pools.
□ Applies to capitalization contributions made to
and received by public entity risk pools—both
with and without transfer or pooling of risk.
□ Requires:
1) Entities to report capitalization contributions
made to public entity risk pools with transfer or
pooling of risk as deposits if a return of those
contributions is probable;
2) Entities to continue to report capitalization
contributions to public entity risk pools with
out transfer or pooling of risk as deposits or
reductions of claims liabilities.
□ Provides guidance for public entity risk pools that
make capitalization contributions to other pools
(such as excess pooling arrangements) in which
they participate.
□ Requires:
1) Public entity risk pools with transfer or pooling
of risk to report capitalization contributions
received as liabilities if a return of those contri
butions is probable;
2) Public entity risk pools without transfer or
pooling of risk to net capitalization contribu
tions with other amounts and report assets or
liabilities, as appropriate.
□ Effective for financial statements for periods
beginning after June 15, 1996. Earlier application
is encouraged.

No. 3 (January 1996), Financial Reporting for
Reverse Repurchase Agreements
□ Clarifies the reporting requirements for reverse
repurchase and fixed-coupon reverse repurchase
agreements (together referred to as “reverse repur
chase agreements”) in GASB Statement no. 3,
Deposits with Financial Institutions, Investments
(including Repurchase Agreements), and Reverse
Repurchase Agreements.
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□ Provides guidance for reporting reverse repur
chase agreement balances and transactions among
participating funds in investment pools and for
disclosing whether the maturities of the invest
ments made with the proceeds of the agreements
generally match the maturities of the agreements.
□ Effective for financial statements for periods
beginning after December 15, 1995. Earlier appli
cation is encouraged.
Statements on Quality Control Standards

No. 3 (May 1996), Monitoring a CPA Firm’s
Accounting and Auditing Practice
□ Provides guidance on how a CPA firm imple
ments the monitoring element of a quality control
system in its accounting and auditing practice.
□ Effective for a CPA firm’s system of quality con
trol for its accounting and auditing practice as of
January 1, 1997.
No. 2 (May 1996), System of Quality Control for a
CPA Firm's Accounting and Auditing Practice
□ Supersedes Statement on Quality Control
Standards No. 1, System of Quality Control for a
CPA Firm, and its interpretations.
□ Provides that a CPA firm shall have a system of
quality control for its accounting and auditing
practice and describes elements of quality control
and other matters essential to the effective design,
implementation, and maintenance of the system.
□ Effective for a CPA firm’s system of quality con
trol for its accounting and auditing practice as of
January 1, 1997.

FASB Interpretation

No. 42 (September 1996), Accounting for Transfers
of Assets in Which a Not-for-Profit Organization Is
Granted Variance Power
□ Interprets FASB Statement no. 116, Accounting for
Contributions Received and Contributions Made.
□ Clarifies that an organization that receives assets
acts as a donee and a donor, rather than as an
agent, trustee, or intermediary, if a resource
provider specifies a third-party beneficiary or
beneficiaries and explicitly grants the recipient
organization the unilateral power to redirect the
use of the assets away from the specified benefi
ciary or beneficiaries (variance power).
□ Effective for financial statements issued for fiscal
years ending after September 15, 1996. Earlier
application is encouraged.
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THE INTERNET AND CPA LIABILITY EXPOSURE
The recent explosion of Internet activity opens the door to
two potential liability concerns for CPAs—sending confi
dential information over the Internet, and advertising
exposure.
Internet connections require little software and equip
ment and, as such, are extremely vulnerable to data expo
sure and hackers. Because of a CPA’s duty to maintain
client confidences, you should implement security mea
sures to safeguard client information sent over the
Internet, as well as information sent within the firm’s
internal computer network.

CPAs’ duty to maintain confidences
CPAs’ duty to maintain client confidences has been estab
lished statutorily in three ways: the AICPA Code of
Professional Conduct Rule 301—Confidential Client
Information, case law or confidentiality statutes in sever
al states, and Internal Revenue Code Sections 6712 and
7216. Many state boards of accountancy have issued sim
ilar prohibitions through rules or regulations.
Rule 301 of the Code of Professional Conduct provides
that "a member in public practice shall not disclose con
fidential client information without the specific consent
of the client."
Courts in several states have consistently held that the
CPA has an absolute duty to keep client data confidential.
Confidentiality statutes in eleven states (Alaska,
Connecticut, Kentucky, Louisiana, Maine, Massachusetts,
Montana, North Dakota, Rhode Island, Vermont, and
Washington) either prohibit disclosure of client confi
dences or require a subpoena to obtain client informa
tion.
Internal Revenue Code Sec.6712 imposes civil penalties
for unauthorized disclosure of taxpayer information by a
preparer. IRC Sec.7216 imposes criminal misdemeanor
penalties on the preparer for knowingly or recklessly dis
closing any information obtained in connection with
preparation of a return or estimated tax.
With the potential for disciplinary proceedings for fail
ure to comply with professional standards, potential civil
liability under case law and the tax code, along with the
rare potential criminal liability for divulging client confi
dences, the CPA should ensure a secure environment for
the transmittal and storage of client information.
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Developing a comprehensive security policy and plan
The Internet contains no internal security systems. To
build a secure environment for Internet use, every firm
should develop a comprehensive security policy and plan.
A critical element of any security policy is assigning
Internet and personal computer security to a single indi
vidual or department. This will ensure that there is con
sistent and thoughtful evaluation, design, and implemen
tation.

Common strategies to improve Internet security
Two common strategies you can use to improve security
are to prohibit unauthorized access to your Internet-con
nected network, systems, and transmissions, and to make
your data (files or transmissions) unintelligible if they are
accessed or intercepted.

Restricting unauthorized access
Security can be enhanced by the type of connection you
employ. By using a local “dial-up" Internet service
provider (ISP) instead of dedicating permanent lines to a
traditional commercial provider (TCP)—for example,
America Online, AT&T, and CompuServe—you will limit
the connection time and opportunity for hackers.
Additionally, because the ISP is actually running the
Internet access software, you place one more step
between your computer and a potential hacker.
You can also install “firewalls” to restrict unauthorized
access to your Internet-connected network and systems.
The term “firewall” is all-encompassing and ranges from

In This Supplement
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simple steps to complex efforts to build boundaries
around your networks. Some examples of firewalls are
limiting traffic to only one direction (in or out of your sys
tem) or programming routers to allow only known
Internet addresses access to your PC. Determining which
firewalls will work best for your firm should be part of
your comprehensive security policy.
For maximum effectiveness, firewalls should be placed
behind your network interface, router, and Web server.
This will allow clients to access your Web pages easily,
while protecting your system from “breakout”—someone
being able to exit the Web server software and enter the
system software.
Avoid single sign-on facilities where logging-on once
gives access to all facilities. This is a risky practice
because if a password is compromised, it allows entry to
all connected facilities. You should also avoid using
departmental or shared passwords because you have no
idea how widely known they are.
Avoid downloading program files. Trojan Horses, logic
bombs, worms, and viruses can enter your system
through executable program files. Some viruses even
infect data files. These infectors can invade files at the
sender’s site or at any Internet transmission node.
Install virus protection software that scans incoming
files for program codes of known viruses. Scanning soft
ware can reject any file that appears to contain executable
program code rather than data. You should scan files on
your PC regularly and keep current with the latest ver
sions of these programs because infectors change and
new ones appear.
Behavior blockers (software that looks for activity that
might result from a virus) can be helpful, but they can
mistake legitimate activity for that of a virus. Also, if a
hacker can get as far as your logon screen, the hacker can
see and therefore mimic the logon screen and acquire
your users’ passwords if he can download a program file
containing a logon “spoofer” (password sniffer).
You can install message authentication code (MAC)
software on your PC. While MACs don’t prevent trans
missions from being changed, they do indicate if a mes
sage was garbled or intentionally altered by an unautho
rized person during the transmission.
There is a variety of hardware and software encryption
systems available. In developing a comprehensive securi
ty policy, you should investigate these and determine,
with your service provider, which one will best suit the
security needs of your firm.

Advertising exposures
The Internet is the fastest-growing advertising medium in
the nation. The World Wide Web generated more than
$55 million in advertising revenue in 1995; that figure is
expected to top $6 billion by 2005. In addition to generat
ing advertising revenue, every Web site is a freestanding
advertisement. CPAs who set up Web sites for their firm
should be careful when developing the image they project
over the Internet.
One goal of advertising is to create expectations. A well-

written advertisement tells your clients or potential
clients the type, extent, and quality of services you will
provide. Any statement used in your advertising can be
considered by courts hearing a malpractice claim.
Plaintiff’s counsel often refer to the image created in pro
motion and advertising when framing the CPA’s standard
of care.
Since the courts could hold you to the level of expertise
or standard of performance put forth in your promotion
al materials, you need to be careful not to overstate qual
ifications or make impossible promises.
While you can learn how many times your Web site is
visited every day, you can’t find out who is looking at it,
how many people are looking at it, or even how long they
are on your site. An active Web site literally advertises
your services to millions of people at once. Using careful
wording on your Web site is even more important than in
print advertising to reduce potential liability exposures.

When developing a Web site, remember these advertis
ing and marketing rules:
DO: Use client testimonials to establish
your expertise in a particular industry
or area of practice (obtain client’s writ
ten permission first).
DO: State your qualifications in objective
terms, listing your experience, training,
and professional designations.
DO: List the types of services you are quali
fied to perform.
DO: Have a designated staff member, as
well as your attorney, review all mar
keting and advertising copy.
DON’T: Use superlatives to describe your exper
tise—-for example, best, leading, top.
DON’T: Overstate your qualifications.
DON’T: State a promised outcome as a result of
your services—for example, tax sav
ings, or increased accounts receivable
collection.
DON’T: Imply you will function as a member of
client management.

Summary
The Internet has changed the way business is being done,
while creating a whole new world of exposure. A compre
hensive security system and a carefully worded Web site
are two ways CPAs using the Internet can limit the impact
of these exposures. As with any new accounting activity,
the AICPA recommends a consultation with professional
advisors prior to undertaking these functions. □

—by Gordon W. Couturier, Ph.D., Gilbert W. Joseph,
Ph.D., CPA, CISA, and Steven M. Platau, J.D., CPA, College
of Business, University of Tampa, 401 West Kennedy, Tampa,
Florida 33606-1490, tel. (813) 253-3333

The Professional Liability Insurance Plan Committee objective is to assure the availability of professional liability insurance
at reasonable rates for local firms, and to assist them in controlling risk through education. For information about the AICPA
Plan, call the national administrator, Aon Insurance Services, (800) 221-3023, or Leonard Green at the Institute (201) 938-3705.
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Lessons from Court
Two recent rulings from the Texas and Ohio Appeals
Courts provided separate answers as to determining when
the statute of limitations begins in tax cases.
The Texas Court of Appeals ruled that the statute of lim
itations begins when the IRS issues a notice of deficiency
to the taxpayer. This ruling reduces the amount of time
during which a Texas accountant can be sued for mal
practice.
The case began in 1980 when shareholders of a grocery
store chain engaged an accounting firm to act as their tax
accountant and auditor. In 1983, the shareholders received
an offer to sell the chain. The shareholders decided to sell
the company, as long as each shareholder could realize at
least $2 million from the sale after taxes. The accounting
firm was asked to advise on the tax aspects of the sale.
The buyer proposed a tax treatment that would allow
the shareholders to realize the amount they wanted at the
price the buyer offered. The accounting firm told the
shareholders this tax treatment was acceptable and would
yield each shareholder the desired $2 million after taxes.
Based on this representation, the shareholders accepted
the buyer’s proposal, and the sale was closed in the spring
of 1984.
In June 1987, the shareholders received a notice of tax
deficiency. The IRS disputed the tax treatment of the sale.
The Tax Court ruled in favor of the IRS in November 1989.
In June 1991, the shareholders filed a malpractice suit
against the accounting firm, alleging negligence in giving
tax advice and fraud based on a conflict of interest. The
shareholders claimed the accounting firm had given tax
advice to both the seller and the buyer during the sale. All
parties involved agreed that a four-year statute of limita
tions applied to the fraud claim, and a two-year period
applied to the claim of negligence. However, the account
ing firm argued that the time period began when the
shareholders received the notice of deficiency, while the
shareholders argued it was when the Tax Court rendered
its judgment.
In ruling for the accounting firm, the Appeals Court
noted that an IRS notice of deficiency clearly informs the
taxpayer that the IRS will seek additional taxes. The court
ruled that the notice also creates a specific and substan
tial risk that the taxpayer faces additional tax liabilities,
triggering the statute of limitations period.
By adopting the date of the deficiency notice as the
operable date for the running of the statute, the Texas
Court of Appeals shortened the period during which
Texas firms must be alert to potential claims arising from
tax advice and preparation.
In the Ohio case, the court ruled that the four-year
statute of limitations began with the assessment of the
penalty.
The Ohio case centered on the accountant's (since
deceased) failure to file form 5500R with the company’s
1987 tax returns. As a result, the company claimed it
incurred a tax penalty of $9,000. The company’s attorney
argued that even though the accountant’s failure to file
occurred in 1988, they did not file their suit until the IRS
leveled its penalty in 1993, since that was when the cause of
action began. The accountant’s estate argued that his negli
gence began at the time of the alleged negligent conduct.
In ruling for the plaintiff, the court noted that a negli
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gence claim cannot be sustained until all the elements of
negligence are present. These include the existence of a
duty, a breach of that duty, and resulting injury. In the
case of negligently prepared tax returns, the court said,
there is no injury until the IRS determines a penalty
assessment. Consequently, the statute did not begin to
run until 1993, when the plaintiff was notified that the
penalty had been assessed. Therefore, the court said, the
plaintiff’s complaint fell within the statute of limitations.
These cases serve to reinforce the importance of
accountants familiarizing themselves with the applicable
statute of limitations in their states.

(Citations: Estate of Rochester et al v. Robert Campbell et
al, Court of Appeals of Texas, Austin, WL 688656; Gray v.
Estate of Barry, 101 Ohio App. 3d 764) □

Limited Liability Partnerships
In the late 1980s and early 1990s, some accounting part
nerships suffered catastrophic losses from professional
liability judgments—losses which exceeded the limits of
their professional liability insurance policies. This result
ed not only in the dissolution—and bankruptcy—of some
partnerships, but also tapped deeply into the personal
assets of innocent partners.
Partners began looking for ways to protect their per
sonal assets from judgments related to vicarious liability.
For many accounting firms, the limited liability partner
ship (LLP) proved to be an attractive option. A limited lia
bility partnership combines the advantages of the colle
giality and shared decision making of a partnership—as
well as favorable tax treatment—with a corporation’s lia
bility limits. In an LLP, an innocent partner is personally
liable only for the debts equal to the partner’s capital con
tributions.
But being attractive didn’t make LLPs feasible. In 1990,
only Florida and Wyoming allowed for limited liability
partnerships. (By May 1996, that number had increased to
forty-one states, plus the District of Columbia and Guam.)
And until 1992, AICPA Rule 505 allowed accounting firms
to practice only as proprietorships, partnerships, or pro
fessional corporations. Rule 505 now allows firms to prac
tice in any form permitted under their state’s laws.

Protecting personal assets from business liabilities
If your primary concern is insulating your personal assets
from those of your firm, your choices are limited to a cor
poration, limited liability corporation, or limited liability
partnership. (Sole practitioners are limited to incorporat
ing as a C or S corporation.) The precursor of limited lia
bility, the professional corporation, holds few advantages
for accounting firms.
Under a general partnership, all partners are held jointly
and severally (or severally) liable for the debts of the part
nership and the acts of another partner. An LLP can limit
the individual partner’s exposure for the malpractice and
other tortious acts of other partners, agents, or employees
of the firm and, in some states, for the firm’s contractual
liabilities. While the firm’s assets could still be depleted, an
innocent partner’s personal assets cannot be tapped for the
malpractice of another partner.
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The earliest LLP statutes limited the liability of inno
cent partners for errors, omissions, negligence, malfea
sance, or incompetence committed by others in the firm.
In states with such statutes, partners in LLPs are still
jointly and severally (or severally) liable for all other debts
of the partnership, and for breach of contract.
More recent LLP statutes cover innocent partners for
all claims against a partnership. LLPs formed in New
York, Minnesota, and Colorado provide innocent partners
complete protection from all claims of liability.
Remember, no matter how the firm is established, an
individual partner is always personally liable for claims of
liability arising out of that partner’s actions—including
the actions of individuals under the partner’s supervision.
LLPs protect the assets of innocent partners from the neg
ligence of another partner or firm employee.

Awareness of state statutes

risk. LLPs can limit an innocent individual’s personal loss
in claims of malpractice. But effective risk management
and practicing at the highest professional levels will pro
tect your interest even more. □

Risk Management Seminars
To help AICPA Program insureds continue to reduce their
exposure to a malpractice claim, the CNA Insurance
Companies* have developed an all-new comprehensive
Risk Management Seminar, “The Lifecycle of a Client
Relationship." The new seminar addresses topics such as
why CPAs get sued, how to define the scope of your prac
tice to avoid liability exposure, how to assess risk prior to
accepting engagements, and client acceptance.
Aon Insurance Services and your regional Program rep
resentative will hold about eighty seminars throughout
the United States during the 1996 calendar year. Insureds
that employ thirty or more professionals can qualify for
an in-house seminar.
In addition to learning methods for managing and lim
iting liability risk through practice management, account
ing professionals who attend a CNA Risk Management
Seminar will earn four hours of continuing professional
education (CPE) credit in all states except New York. New
York state insureds may apply this CPE credit only
toward their AICPA CPE requirements.
AICPA program insureds will receive information about
the Risk Management Seminar in their area approxi
mately six weeks prior to the seminar date. The following
seminar schedule is only a partial listing. For a current
listing, including sites and times, and to obtain specific
seminar details, call Aon Insurance Services, (800) 2213023.
The Accountants Professional Liability Loss Prevention
Supplement should not be construed as legal advice or a
legal opinion on any specific factual situation. Its con
tents are intended for general information purposes
only. □

Since there is no federal regulation of LLPs, CPAs need to
be aware of what is and is not allowable under their state
statutes when organizing as an LLP. As with most laws,
there are state-to-state conflicts in the LLP legislation.
Since LLPs are relatively new, there is not yet a body of
case law to resolve the conflicts.
Firms with offices in more than one state need to famil
iarize themselves with the law of each state in which they
practice before deciding whether or not to organize as an
LLP. Being domiciled in a state which provides for LLPs
does not mean the LLP will be recognized in a state with
out an LLP statute.
For example, since the firm is a partnership, it will be rec
ognized as such in all states. But, in a state without an LLP
statute, at the very least, all partners in that state would be
held jointly and severally liable for all debts over which that
state’s courts have jurisdiction (it is also possible that all
partners in the firm nationwide could be held jointly and
severally liable). And accountants working for the firm in a
state without an LLP statute could be practicing illegally,
since the state doesn’t recognize the firm’s structure.
Legislation enabling the formation of LLPs are amend
ments to the Uniform Partnership Act (UPA). Therefore,
all rules and regulations of the UPA must still be followed.
In some states, each change in the partnership structure
(that is, a new partner joins the firm or an existing part
ner leaves) constitutes a new partnership which must be
re-registered. If your firm doesn’t re-register the change in
partnership, you can lose your LLP status. While re-regis
tering can cost as much as $200 per partner everytime the
partnership structure changes, in the long run it could be
less expensive than the loss of LLP status.
Most recent LLP statutes include mandated minimum
amounts of professional liability insurance which LLPs
must carry. Some states have also set minimum net worth
requirements for LLPs. Both of these requirements must
be confirmed annually.
LLPs hold many attractive features for accounting
partnerships, but they are not the proper choice for all
firms. As with any change in firm structure, CPAs should
consult with their lawyers before deciding whether or
not to organize as an LLP. Additionally, any changes in
the partnership structure should be conveyed to the enti
ty’s insurer.
For most CPAs, their greatest asset is their stake in the
partnership, an interest one would not cavalierly put at

“The AICPA Program is underwritten by Continental Casualty
Company, one of the CNA Insurance Companies.
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Risk Management Seminars Schedule
Date

Location

November 1

Jackson, MS

November 6

Baton Rouge, LA

November 11

Birmingham, AL

November 12

Tampa, FL

November 12

Sacramento, CA

November 13

Woodland Hills, CA

November 14

Anaheim, CA

November 14

Boston, MA

November 15

San Diego, CA

November 15

Boston, MA

November 18

Oakland, CA
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Your Voice in Washington
Conference Calendar
New laws affect banking
and savings institutions industry
The Deposit Insurance Funds Act, enacted into law

on September 30, 1996, requires the FDIC to recap
italize its savings association insurance fund (SAIF)
through a special assessment. The assessment
would bring the ratio of insurance funds to insured
deposits to the required minimum of 1.25 percent as
of March 31, 1995. The Act also amends Sec. 162 of
the Internal Revenue Code to make the assessment
deductible in the year paid.
On November 13, 1996, the FDIC plans to send
invoices telling each SAIF-insured institution how
much it must pay. Most institutions are expected to
be assessed at a rate of 65.7 basis points on March
31, 1995, deposits; however, the actual amount will
depend on how many “weak” institutions, if any, the
FDIC exempts from the assessment.
The FDIC also plans to expose for public com
ment a new schedule of assessment rates that would
take effect once the special assessment has recapi
talized the SAIF.
The Financial Accounting Standards Board
addressed related accounting questions at the
November 15, 1995, meeting of its emerging issues
task force (EITF). In part, FASB said that when legis
lation requiring the special assessment was enacted,
“a liability should be accrued and a charge should be
reported as a component of operating income in the
period that includes the enactment date. The charge
to income should not be reported as an extraordinary
item.” Further, FASB Interpretation no. 14 addresses
“Reasonable Estimation of the Amount of a Loss.”
Also, the newly enacted Economic Growth and
Regulatory Paperwork Reduction Act of 1996
repealed section 36(e) of the Federal Deposit
Insurance Act. That section required auditors to
report on agreed-upon procedures relative to
insured institutions’ compliance with specified safe
ty and soundness laws and regulations.
AICPA scheduled to testify
before IRS restructuring commission
The AICPA is scheduled to testify before the
National Commission on Restructuring the IRS on
November 8, 1996, about the burdens imposed on
the IRS by complexities in the tax system.
The bi-partisan Commission, which is co-chaired by
Sen. Bob Kerrey (D-NE) and Rep. Rob Portman (ROH), was created in 1995 by Congress to evaluate the
structure and performance of the IRS and to consider
privatization of some functions. The Commission
kicked off its year-long review this summer and is
expected to report to Congress by next July. □

Credit Unions Conference
November 6-8—Hotel Del Coronado,
San Diego, CA
Recommended CPE credit: 16 hours

National Conference on Banks & Savings
Institutions
November 7-8 (Nov.9 optional workshop
session)—Grand Hyatt, Washington, DC
Recommended CPE credit: up to 24 hours

Annual Conference on the Securities Industry
November 12-13—Vista Hotel, New York, NY
Recommended CPE credit: 14 hours

National Business Valuation Conference
November 17-19—The Pointe Hilton Resort

at Tapatio Cliffs, Phoenix, AZ
Recommended CPE credit: 16 hours
Fall Tax Division Meeting
December 4-6—Walt Disney Swan, Orlando, FL
Recommended CPE credit: 8 hours

National Conference on Fraud
December 4-6—The Mirage, Las Vegas, NV
Recommended CPE credit: 19 hours
National Construction Conference
December 5-7—MGM Grand, Las Vegas, NV
Recommended CPE credit: 19 hours

National Conference on Current
SEC Developments
December 10-11—Grand Hyatt, Washington, DC
Recommended CPE credit: 17 hours

Personal Financial Planning Technical Conference
January 13-15,1997—Hyatt Hill Country,
San Antonio, TX
Recommended CPE credit: 21 hours

To register or for more information, contact AICPA
Conference Registration, tel. (800) 862-4272.

PCPS Toll-Free Numbers
PCPS member firms can obtain prompt help at the
Institute by using PCPS’s toll-free telephone and
FAX numbers.
Barbara Vigilante and Dave Handrich will assist
PCPS members with questions on CPE, peer review
status, discrimination, and will address queries
about PCPS member products and services.
If you are a PCPS member firm and need help,
you can contact Barbara or Dave via telephone
(800) CPA-FIRM and FAX (800) FAX-1112.

Practicing CPA, November 1996

6

PCPS Advocacy Activities
TIC thanks FASB
As reported in the December 1995 Practicing CPA,
much of the discussion at last year's PCPS technical
issues committee (TIC) liaison meeting with the
Financial Accounting Standards Board focused on
1) the Board’s prospectus on disclosure effective
ness, and 2) Statement of Financial Accounting
Standards no. 107, Disclosures About Fair Value of
Financial Instruments. At this year’s meeting at the
FASB offices, TIC thanked FASB for issuing an
exposure draft proposing an amendment of SFAS
no. 107 that offers small private companies an
exemption from the disclosures required by the
Statement. TIC supports the document and appreci
ates the Board’s listening to its concerns.
The proposed Statement would make disclosures
about the fair value of financial instruments option
al for a nonpublic entity (as defined) with total
assets of less than $10 million on the date of the
financial statements, provided the entity has not
held or issued any derivative financial instruments
as defined in FASB Statement no. 119, Disclosure
about Derivative Financial Instruments and Fair
Value of Financial Instruments, during the reporting
period. TIC has been the prime mover for a small,
nonpublic entity exemption from the disclosure
requirements.
Statement 107 disclosures are an interim step as
FASB works toward its stated objective of measur
ing all financial instruments at fair value in the
statement of financial position. Among issues yet to
be addressed are 1) when and which instruments
can be carried at historical cost and how impair
ment would be measured, 2) defining and dealing
with related party instruments and the impact of
intangible considerations on their measurement,
and 3) when and how to use present value-based
measurements including discount rates, expected
cash flows, and so on. The Board recognizes that
many of these issues need to be resolved before the
imposition of these disclosure requirements could
be cost justified to small entities.
To that end, FASB has asked representatives of its
various constituencies to a special roundtable on pre
sent value issues. TIC will attend and provide the
small entity perspective. Because TIC members fre
quently run into related party transactions, FASB has
asked TIC for help in determining what some of the
parameters could be for defining related parties in
the small business environment. TIC has also been
asked to represent small entities on a new FASB task
force that will address business combination issues.
These are examples of how TIC can work with
standard-setting bodies early in the guidance devel
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opment process to ensure, to the extent possible,
that the final document will be user-friendly in the
small entity environment.
A constructive discussion between TIC and repre
sentatives of the Governmental Accounting
Standards Board focused on the difficulties some
small firms are experiencing in determining what
constitutes a basis for excluding a component unit
that is clearly immaterial to the general purpose
financial statements. The GASB chairman reported
that the AICPA governmental accounting and audit
ing committee (GAAC) was studying this issue, and
suggested GAAC might be interested in learning of
these practice problems.
TIC’s meeting the following day at the AICPA
offices in New York was attended by 30 CPAs repre
senting PCPS member firms, state society account
ing and auditing committees, CPA firm associa
tions, and accounting publications. TIC met with
the chair of the Auditing Standards Board’s fraud
task force who reviewed the major comments to the
exposure draft, and listened to TIC’s concerns over
potential implementation difficulties small firms
may experience.
Later, the accounting and review services com
mittee (AARSC) chair discussed, via conference call,
the new issues the committee is addressing. AARSC
is attempting to deal with the difficulties practition
ers’ face in applying compilation standards both to
mixed-functional engagements and in light of rapid
ly advancing technology.
TIC will be meeting in Dallas, Texas in November,
Scottsdale, Arizona in January 1997, New York City
in May, and Chicago, Illinois in July. For informa
tion about attending a meeting, call TIC staff aide,
George Hoffmann, at the AICPA, (212) 596-6144. □

PCPS Member Benefits
The managing partners of PCPS member firms
recently received information on a number of ini
tiatives, including the announcement of a major
enhancement in benefits offered.
Over the past three years, the PCP executive com
mittee has been negotiating with the International
Corporate Marketing Group—a division of
ITT/Hartford Insurance Company—on the design of
a low-cost, no commission, no surrender cost, vari
able life contract that can be used in a non-qualified
partner retirement plan. (See “Some Thoughts on
Providing for Partner Retirement” in last month’s
Practicing CPA.)
For further information about this product and
other PCPS member benefits, contact Barbara
Vigilante via telephone (800) CPA-FIRM or FAX
(800) FAX-1112. □
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Creating a Vision for Your Firm
Success in life is finding your purpose and fulfilling
it. To this end, you need to create a vision of your
firm’s purpose so that you can propel it toward suc
cess. This requires a degree of introspection to fully
understand that what it really takes to obtain the
correct vision is character. Let’s see what is
involved.
Integrity is imperative. The reason: Trust is essen
tial in any relationship, and integrity is the basis of
all trust. If people believe you lack integrity, you will
have a serious problem communicating your vision.
Integrity has to do with more than being honest: It
is telling the truth, keeping commitments, not tak
ing advantage of others, and speaking well of other
people. Integrity, or the lack of it, will make all the
difference in your organization.
Perseverance is also crucial to your vision. People
need reassurance and stability. They need to know
you won’t give up. They need to know that you will
do whatever it takes to get the firm through a crisis.
You must have concern for people. The saying,
“People don’t care how much you know, until they
know how much you care,” seems trite, but it’s true.
The way to care for people is to “meet their needs.”
By this I mean people’s need for basic essentials,
their need to be liked and to feel valuable, their need
for self-development, as well as their spiritual needs
such as purpose and hope.
You must be teachable. If you show that you truly
do care and are willing to listen to people, it makes
a profound difference. And you need self-control.
Being calm in times of crisis is important—people
want to see you in control.
You must exhibit confidence and be able to take
criticism. You need to speak with confidence and con
viction, and still be aware of what you know and don’t
know. To deal with criticism, listen with the attitude
that it might be an opportunity to learn something
from another viewpoint. Ask for specific examples or
illustrations of points raised, evaluate them, and take
corrective action if the points are proved.
A sense of purpose is one of the greatest motiva
tional forces known, and you must know what your
purpose is, as a CPA, to create your vision. Hope is
another great motivational force. You need to gen
erate purpose in your life and hope for the future.
How do you determine your purpose? First, decide
what you really like to do. What is your passion?
Next, determine what you have the ability to do.
What are your real skills? If you can combine what
you really like to do with what you have the ability to
do, you are getting close to finding your purpose.
There’s a third criterion, however. You should
determine how your purpose meets the needs of other

people. If what you are doing is just for your own ben
efit, your purpose will lack the passion it needs. You
can only find true lasting success in life through the
successful combination of all three criteria.
You also need to be enthusiastic about your work
to see the vision clearly, and committed to excel
lence to propel it. What excellence really says is that
you are going to do more than is expected. And
there is double value to enthusiasm. It’s contagious
and it sells. So, always talk enthusiastically about
your work and others will become excited, too.
Receiving the vision
You need to be able to visualize, in general terms,
the kind of firm you want in the future. For exam
ple, you might want to see a firm that focuses on a
niche or provides a unique service in a unique way.
Another vision might be a firm where people are
truly fulfilled, and where they enjoy working.
As you visualize your firm in the future, identify

those characteristics that will let you know you are
moving toward your goal. These might include less
turnover, more quality referrals than the firm can
handle, or having all partners pulling toward the
same vision.
You will need to remove the barriers to change in
your organization. You need to take time to plan, and
to have frequent meetings so people feel in the loop
and know what is going on. You also need everyone
to become attuned to or even adopt your vision, and
have partners accept that the economics of the prac
tice is based on the performance of all its people.
Preparing people for your vision
Now you have to sell your vision. The first step in
this direction is to talk about it often. The idea is not
to overwhelm people but to get them to participate.
You have to make it their vision, not just yours.
You have to promote the vision with enthusiasm.
If you are not enthusiastic about it, nobody else will
be. You have to deal with obstacles, and sell part
ners on its benefits. As I’ve already said, you need
people who are enthusiastic about what they are
doing—people who are committed. There is a pro
found difference when people are committed to
your firm.
Canonizing the vision
To gain full acceptance of your vision, develop a
firm statement of purpose—a mission statement
that calls people to higher service. People today
want to work for something more than money.
The firm statement of purpose must be known
and understood by everyone; therefore, it must be

written and published. For people to make a com
mitment, they must feel and share it. Developing a
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Activating the vision

The final step is to put into practice what you have writ
ten down and have prepared the people in your firm.
This can be accomplished by setting individual goals
within the context of a purpose statement.
At our firm, for example, annual evaluations are not
primarily concerned with how people are performing
on the job. We ask everyone to set goals in the area of
community involvement, professional activities, per
sonal organization and communication skills, mar
keting, practice development, and chargeability. The
rules are this: The goals must be consistent with the
firm’s purpose, dated, quantifiable, written, stretch
ing, reviewed, and rewarded.
We combine the individual goals and they become
the firm’s goals. At the end of each year, we review
the past year’s accomplishments, acknowledge indi
vidual efforts, and promote hope for the future. □

—by Charles C. Cummings, Jr., CPA, Cummings &
Company, Eleven Greenway Plaza, Suite 2600, Houston,
Texas 77046, tel. (713) 627-8890, FAX (713) 627-2006
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mission statement that people truly care about is
the challenge. The benefits of a statement of pur
pose are that it increases commitment, focuses and
motivates people who were previously pulled in all
directions, and gives the firm direction. As a result,
decision making becomes easier.
In addition, develop your firm’s statement of cul
ture and values, or guiding principles, so people
know what you stand for. List your strengths and
determine what makes your firm unique. Act on
your knowledge of what makes for success, such as,
for example, quality that cannot be equalled. In a
CPA firm, quality could be simply the timely deliv
ery of a technically correct service that meets a
client’s need. Extraordinary service (delivering
more than the client expects) is the primary aspect
of quality that cannot be equalled.
You need the right people to deliver these highquality services. The ideal professional is an enthu
siastic, reliable, committed, honest individual who
communicates well, solves problems, and works
within our professional standards.
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